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MEORANDUNM FOR: Mr. Juliuszs L. Ratz
Deputy Asszistant Secretary for
Economic and Busincgs Affairs
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Apolevy Effects of the 1973 Arab 0il Embargo
With and without the ILEP as Formulated
Prior to the Most Recent Mecting of

the Enexgy Coorxdinating Group (ECG)

1. Attached is the requested information comparing
how the United States, Canada, Weztern Lurope, and Japan
fared during the 1?13 Arab oil embargo with how they would !
have fared under the Integratod Imergency Program (IEP). )

2. ¢t should be noted that the specification of
the XIP formnlax (and, hence, the computad Shares under
the IEP) dees not reflect any changes mada during the
July 28-2% neeting of the ECG in Brussels.

3. We will be pleased to provide any further v
analyses you may require.

ttachment:
As stated
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Introduction
1. In late 1973 the O*ca“;aa;*on of Arab Petroleum
Exporting Countries (OAPEC) cut oil production and “educed
exports to the major oil iiporting countries in an effor
to press Arab relitica:l Gemands. Tre engargo lasted only
a few m01tns, but the United States, Cana ada, Western Europe,
and Japan hope o doter sinilar action in the future by
agreeing to act + gatlher ing any new embargo. The

cu
proposed basis for this ac:
Program (IED). (See Tahle
the IEP.)

ion"is the Integrated Emergency
1l for a summary description of i

2. In tnls note we first describe +he effects of
the 1973 Arab ex 2arco on o;l imports by the United States,
Canada, Western Zurcze, and dagan. We then conmpare these
effects with what would have hasperded during the same

enbargo under the I=p.

The 1973 oaAr: Zobarco

3. On 4 liovember 1973, the Arab oil prciéucers agreed
among themselves to cut droduction by 253. Tiey planned to
continue reducin g Preducticn by 5% each month until the oil
Squeeze prompied tLe “ejor western consumers to alter their
positions on the Ar ad-Israeli conflict. Nox= all of the
Arab producers 2onored the acreenm 2L, but OAPEC Gid cus
Production by about on ~-fouxth in o Ovember 1973.

4. We do not know the exact impsct of this
production cut on oi 1P0xts by +the Cnited States, Canada,
Western Europe, ang 2.  Sharply L“Slﬁg oil prices,
dlver5lons, delivery tehingd procuction ang exports,
and changing aArab ol S curing the embargo period obacure
much of the picture. ¢ do know, however, that. the Arabs
intended o st cO2 completely their oil exXports to the United
States and %o a¢70ca“ renaining production among their
regular customars in BXoportion to normul purchases. On
this basis, we estinate *hat a:z the haicht of the embargo

O ¥

. the Uniteg States, Canada, Western Zurxoze, and Japan as a

group lost 3.8milliocn barrels per cay (mb/4d) or 14% of normal
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Table 1

0il Sharing Under the Integrated Emergency Program (IEP)

Embargo Loss

CASE 1: No member country
loses more than 5% of its
0il consumption.

CASE 2: At lcast one member
loses morc than 5% of its oil
consump’.Zon, but the mcembers -
jointly losec less than 7%

of thoir consumption,

CASE 3: The group loses
between 7% and 14% of its
normal consumption.

CASE 4: The group loses
iwore than 14% of its normal
consumption.

Embargo Loss is Compensated by:

Demand Restraints

membeyr
demand.

The IEP requires no
to restrain its oil

Lach member absorbs its
cmbargo loss—--up to 5% of its
normal consumption--through
cither demand restraints or
stock withdrawals.

Lach member restrains its

0il demand by 7%.

Bach member restrains its ©
oil demand by 10%.

0il Sharing

The IEP requires no oil

sharing.

After cach member absorbs its
embargo loss up to 5% of its normal

consunption, the remaining shortfall ¢

is shared on the basis of imports.

The shortfall
restraints is
of imports.

remaining
sharcd on

The shortfall
restraints is
of imports.

remaining
sharcd on

arter demand ¢

the basis

H
¥
i
i

after qcmandf

the basis




Without the IEP

With the 1np

1.

Estimated 0il Imports With and Wi

UNCLASSIFIED

Table 2

thout the IEP During

{(in million ba

Total Imports
Available 1/

the 1973-74 Arab Oil

Embargo

rrels per day

United States

and perccentage of normal imports)

Canada Westorn Furope Japan
(mb/d) (%) (mb/d) (%) (mb/d) (%) (mb/dy — (%) (mb/dy (%)
23.2 86 4.38 74 0.98 99 12.81 87 4.99 92
23.2 86 4.45 75 0.82 84 13.906 89 4.83 89

Total imports available to the Us,

Uﬁizr\.‘; 71
Loz

Canada, Hestern Europe, and Japan.
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total imports. (See Tables 2 and 3 for figures on the
individual countries.)

Results With and wWithout the IFD

5. Each of the embargced countries offset the
reduction in its supplies either by reducing consump:tion

or. Lrawl"g :own steckpllas. Under +he ISP each country
would rave had to reduce consumption by 7% and share the
remaining group supplv shorifail of “no“t 1 mb/é accoxding
to p*e—eﬁsargo impoxt sua_,s. The United States would
have absorb=é 22% of =his shoxtiall, Canada 4%, Western
Europe 54%, nd Japan 203 (see Table 2).

6. The United States individually lost about 25% of
its imports or 8.5% of its normal consumpiion during the
1973 embargo. Without the IED i=x had. to make up the
entire amount by reducing consump ion or drawing down

© :

A

[
stocks. Vith 1ave nad to reduce
Oof the remeining 1 =b/d
further reducinc
o
-

10ss in nornal

o
group shortZall out oI stocxs oxr by
consumption. This amounts to an §

= - .
consumpticn, ::parad with the 8.5% loss without tihe IZED.
The United States, +herefore, would nave Dbeen-better off
undesr the IZP.

7. Canada lost less than 1% of its imports curing
the embargo. Wichout the IZP it had +o nmaxe up only 0.2%
of its normal consumption ¥ recducing ccecasumpticon or Grawing
down stocxs, but with the IZD i= woulcd nrave had to cuc
consumpticn by 7% andé abscrd luo siare of the remaining

group shortfall--9.3% £ normal consumption in all. Canada
was better off without the IHP.

I l)' ]

8. Western Eurcpe lost abou: 13% of its import
Without the IZP? it had to reduce consumption or draw down
stocks by an amount ecual to 12.5% of normal consumptiion.
Under the IZP it would have reduced con umotion sy 73 and
absorbed its share of the shortfall--10.6% of normal
consumpticn in all. Western Europe would have been better
off with the IEP.
UNCTASSIFIED
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9. Finally, Japan lost 8% of its imports, which is
also 8% oI normal consumpition. Withou: the IZ2 i+ had to
maxe up the 8% zy damand restraint and stock drawdowns.
With the IEP it would nave reduced consumption by 7% and
absorbed its share ol the remaining group shorifall--10.4%
of noral co“""Mgtion in all. Japan was betkter off

witaout the IZP.

Conclusions

10. We conclude that the United States and Western
Europe would hawve Zeen netter oif undexr the IZP, but tihat
Canada and Japan were petier oiff without it. Had the embargo
been directed more at Canada and Japan, however, the

opposite would be true since the IE? helps most those
countries which are _a"cets of selective embargoes.
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percentage of normal imports) :
Total Impofts Woest United Other Western
Available i/ France Germany Kingdom Italy Luropean Countri-
(mb/d) (%) (1b/d) (%) (mb/d) (%) (mb/d) (2) (ub/dj (%) (mb/d) (2)
Without the IEp 23,2 86 2.19 87 2.56 87 2.02 89 1.80 86 1.24 87
With the IEp 23.2 86

Total

UNCLASS TR TRy

Table 3
Estimated 0il Imports With and Without the IEP During

the 1973-74 Arab OL1 Embargo
{in million barTroils per day and

2.25 89 2.61 89 2,03 89 1.87

T 89 4.30 89

imports available to the US, Canada, Western Europe, and Japan.
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